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Perhaps the best-known function of the budgeteer is that of assisting produc- 
tion personne! in the forecast and control of manufacturing expenses. 
A less publicized, but by no means less significant, function is that of assisting 
the sales executives in sales forecasting and the control of marketing costs. 
Roy L. Brittain, Treasurer, V. D. Anderson Company, brings to the fore this 
important function of the budgeteer in his article “Sales Forecasting and Marketing 
Cost Control” presented in this issue. Mr. Brittain is the author of a number of 
articles on accounting and budgeting subjects which have been published in the National 
Association of Cost Accountants’ monthly bulletin. He is a Past President of the 
Cleveland Chapter of NSBB. 
Supplementing this article is a paper on “Performance Analysis Reporting” 
by Thornton L. ‘Thurber, Budget Co-ordinator of the Cleveland Electric Illuminating 
Co ny. Mr. Thurber is also in charge of the Cleveland Chapter News Letter. | 
@® We are indebted to Vincent E. Nosan, The Ohio Rubber Company, Villoughby, 
Ohio, Technical Notes member from the C.eveland Chapter, for procuring these 
articles. 


SALES FORECASTING AND MARKETING COST CONTROL 
By Roy L. Brittain, Treasurer, The V. D. Anderson Company, Cleveland, Ohio 


There are two basic responsibilities contained in budgeting sales and marketing 
costs. The factors affecting sales volume must be analyzed and integrated into the 
sales program, and the techniques of marketing cost control must be understood and 
investigated. The first should be a logical corollary of the second. Where formal 
budgeting of marketing costs exists, adequate profit planning under fluctuating sales 
volume is greatly facilitated. To be more specific, the sales executive must be pro- 
vided with the following statistical information: 

1. An analysis of past sales performances. 

2. A study of factors indicative of the trend of business conditions. 

3. A study of market potentials. 

4. The development of base media for the control of marketing costs. 

Facts of this type are needed to develop a dynamic marketing program which 
will assure maximum sales at minimum marketing costs. These facts will be kept 
continuously current to reflect changing business conditions. 


SALES FORECASTING 
We will first consider the three points (of the foregoing four) which relate to 

@ sales forecasting, and then will touch upon the broad subject of marketing cost control 
after briefly distinguishing it from the entirety of distribution cost control. In treat- 

ing sales forecasting, a somewhat survey-style presentation of the several aspects of 
the subject must necessarily be adopted in view of space limitations. Yet it will be 
attempted to direct the reader’s thinking to advantage. 
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The first step in pursuit of statistical data for our sales executive should be a 
thorough analysis of past sales performances. It might be well to mention here that, in 
the development of sales statistical information, it is highly recommended that sales 
values and gross profit margins at standard costs be considered jointly. These past 
sales performance statistics might incorporate analysis by organizational divisions, by 
commodities, by channels of distribution, by territories, by salesmen, by methods of 
sale, by methods of delivery and service, and by size of orders. In fact, they should 
be in whatever categories are agreed upon between the sales executive and the budget 
director. 

It is also necessary to recognize that the following three factors will usually 
affect the month-to-month sales of a given company: 

1. Seasonal variations -- the changes in sales which normally accompany the 

different seasons of the year. 

2. Growth trend -- the long-terms tendency of sales to follow the pattern of 

general changes in population, wealth and other demand factors. 

3. General business cycles -- the tendency of sales to follow the pattern of 

periodic changes in general business conditions. 

If the seasonal fluctuations and the growth trend are statistically eliminated, 
it will be possible to establish a correlation between general business cycles and our 
own sales. This will show the effect of business cycles upon our sales. 


BUSINESS TREND DATA AND ITS APPLICATION 

Political and economic changes throughout the world now reflect themselves in 
individual industries and businesses more quickly than ever before in the history of 
American industrial activity. Some of these factors are changes in political stability 
(both domestic and foreign), wars (hot and cold), governmental restrictions of ma- 
terials, trade and credit, etc. It is not possible to predict with any degree of accuracy 
the time and magnitude of movements related to these elements. However, it is pos- 
sible to arm ourselves with such information as will afford warning in time to permit 
us to predict the effect these factors will have on the company’s sales program. This 
prediction should not be made only in factors relating directly to our own concern but 
also to the industry of which the company is a part and to the territories to be served. 

There are two general methods of forecasting the trend of general business 
conditions in use by American business today. One method is for the major execu- 
tive to use his judgment of what lies ahead, influenced and modified perhaps by the 
opinions of others. Many times these opinions are based upon past experiences or 
upon reviews of current literature bearing upon economic predictions. Indications are 
that well over ninety per cent of the business concerns in this country pursue this 
method. As a matter of fact, it is about the only method available to most small 
concerns. 

The second method, followed by many medium-sized and large concerns, is for 
the company to develop its own facilities for economic analysis and to be guided 
largely by the product of its research. However, even with such analysis, consider- 
able common-sense judgment is required. Although it may be desirable to make avail- 
able many indices for statistical guidance, it will be necessary to select the ones which 
will offer the most current usefulness. History will not necessarily repeat itself in 
times of major political, social or economic changes. Therefore, experienced judg- 
ment will be required to develop the relaticnship between these indices and a particu- 
lar business. Examples of domestic economic indicators are gross national product, 
personal incomes, personal consumer expenditures, business expenditures for plant 
and equipment, Federal Reserve Board index of industrial production, and wholesale 
and retail price indices. 
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The Federal Government is the greatest collector of basic statistics and the 
best source of such information. Statistics are gathered and dispensed by many de- 


partments, bureaus and commissions, including the Department of Agriculture, De- 
partment of Commerce, Bureau of the Census, Department of Labor, Bureau of Labor 
Statistics, Department of the Interior, Bureau of Mines, Federal Trade Commission, 
Board of Governors of the Federal Reserve System, Interstate Commerce Commission, 
and many others. Current statistical data from these sources are usually reported 
in financial journals, trade papers and daily newspapers as soon as they are released 
by the collecting agencies. 

In developing a specific procedure for relating the effect of general conditions 
to the sales program of a company, the following several points should be taken into 
consideration: 


a. 


10. 


Si. 


The indices of general business conditions to be used should be the ones 
which are most nearly related to the company’s business. Some companies 
have found it desirable to develop a composite of several individual indices 
using appropriate weighting factors. 

An index or indices should be selected which are available as promptly 
as possible after the close of the period. Quick action is vital to the sales 
executive. 

The index or indices selected should be ones which have been adjusted to 
eliminate seasonal and growth trends. 

It is very important that some basis be developed for measuring the 
company’s growth trend. This may be statistical information of the normal 
growth of the industry of which the company is,a part or it may be similar 
information respecting the individual company’s growth over a long period 
of time. 

The base year or base period for expressing the growth trend should be the 
same as the one selected for measuring the general business activity. 
It may be more Uesirable to reflect seasonal fluctuations on a monthly 
rather than on a quarterly basis. 

It is very desirable to develop deviations occuring through several general 
business cycles rather than for just one such cycle. This will afford a 
much more dependable guide for the measurement of the current activity. 
Although it is generally more convenient to deal with dollar sales of the 
individual company, it might be possible to develop a similar set of sta- 
tistics on physical relationships. In such instances, of course, general 
business indices which express the trend in physical factors should be 
selected. 

If physical volume is used, this will necessitate a study of price levels. 
Determinations must be made for the effect on price levels of such factors 


as technoligical advancements, switches from higher to lower priced units, 
or vice versa. 
Although the attempt to establish connection between business conditions 


and sales may produce better results when applied to staple lines or 
services, its application to specialties will generally be more satisfactory 
than the “guesstimating” method more commonly in use today. 

One final point, which could well justify the whole analytical program, is 
the value of the base data for measuring the company’s sales performance. 
If the company’s sales are falling behind general business activity, this 
fact is soon revealed in the comparative data developed and the necessity 


for corrective action is indicated at once. 
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PAYING ATTENTION TO SALES POTENTIALS 

The budget director must get the market facts if he hopes to be of service to 
his sales executive. Too much emphasis cannot be placed upon the importance of ob- 
taining market information for the sales executive. Detailed studies of dozens of sales 
promotion campaigns indicate that at least seventy-five per cent of those which failed 
did so because they were founded upon guess work rather than upon sound fact. As one 
sales executive said, “I hate figures, but I never make a decision without them.” Still 
another said, “Get the facts, or the facts will get you!” 

What are the available markets for the industry as a whole? What are the 
markets in particular areas and with particular classes of customers? What pro- 
portion of these markets should the company secure? These are but a few of the 
questions the sales executive will want answered in his quest for statistical inform- 
ation to aid him in developing his sales program. Many companies do not have a clear 
understanding of the market potential of their product or prospective products. They 
are expending much ammunition without having determined their targets. As a matter 
of record, each year seems to find the ammunition more expensive and the targets 
more elusive. 

There is no one method of market analysis which applies to all types of bus- 
iness. Factually, there are as many types of market analyses as there are marketing 
problems. The method must be largely adapted to the individual company. However, 
the objectives are the same in all business, namely, to determine the location, the 
purchasing power, the buying methods, and the likes and dislikes of present and pros- 
pective customers. 

The field of market research and analysis is one which offers the budget 
director one of his greatest opportunities to make a real contribution toward profit 
planning. However, the detailed methods and procedures are too ramified to attempt 
to consider them in this paper. Nevertheless, great emphasis must be placed upon the 
importance of obtaining and using market information as an integral part of planning a 

sales program. 


MARKETING COST CONTROL 


THREE IMPORTANT PRELIMINARY CONSIDERATIONS 

First, I would like to make a distinction between the phrases “Marketing costs” 
and “distribution costs.” For our purpose, we shall consider marketing costs as the 
ones for which the sales executive is most commonly responsible. They are: 

1. Advertising and sales promotional costs -- all expenditures for adver- 
tising, sales promotion, general publicity, customer education, and market 
development. 

2. Direct selling costs -- all direct expenses of salesmen, sales offices, 
sales supervision, and allied services. 

3. Cash discounts allowed on sales. 

To complete the distinction, it should be pointed out here that the distribution 

costs are: 

1. Transportation costs -- all costs of packing; outbound freight, express, or 
trucking; inbound freight on returned merchandise; and a portion of the 
traffic department expense. 

2. Warehousing, storing and handling costs -- cost of warehousing, storing 
and handling finished goods. 

3. Credit and collection costs -- all expenses in connection with a credit 
department, collection costs, and losses from bad debts. 

4. General and administrative costs -- the cost of accounting for distribution 
activities, market research, and a portion of the general administrative 

cost. 
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In wholesaling and retailing concerns where the purchasing function is closely 
allied with selling, purchasing expense may be included with distribution costs. 

The second significant point to be noted is that there is a real difference be- 
tween production cost control and marketing cost control. In controlling production 
costs, management is largely concerned with the effect of volume on unit costs. 
When planning marketing costs, on the other hand, management is usually concerned 
with the effect of costs on volume, The effect of advertising expenses on sales volume 
is an example. Management is much less certain of the effect of marketing expendi- 
tures on volume than it is about the effect of volume on unit production costs. Thus, 
the most profitable sales volume for any company is both “cause and effect” of the 
right amounts and kinds of selling and promotional expenditures. It follows that the 
control of these costs is at once a most difficult and important problem. 

The objective of controlling marketing costs is, then, to increase the effective- 
ness of the sales effort and thus reduce the unit costs. Those businesses which have 
successfully achieved substantial reductions in their unit marketing costs have done so 
through the application of two basic principles: 

1. Intelligent direction of the sales effort. 

2. Establishment of standards by which to measure and control the cost and 

effectiveness of that effort. 

The problems are to decide how much to spend, what type of expenditures to 
make, and when to make them in order to produce predetermined sales results; also 
to see that such expenditures are made as planned and that they produce the desired 
results. 

The third and not least meaningrul of our preliminary considerations is that the 
sales program and marketing costs are interrelated and interdependent. The objective 
is to secure the combination of elements of selling effort which will, in the long run, 
produce the most profit. Almost any sales volume can be secured if enough selling 
effort eventually reaches a point where the additional sales produced do not com- 
pensate for the additional effort. Conversely, the selling cost can be reduced to almost 
any point desired but with the ultimate effect that sales volume will be reduced so low 
that no profit will result. Somewhere between such extremes must be found the proper 
amount of sales effort to be used. This principle applies not only to sales volume as 
a whole, but also to individual classes of products, individual territories, and individ- 
ual customer groups. 

Thus, neither the sales program nor the marketing cost program can be de- 
veloped independently of each other. Moreover, a coordination must be effected with 
the productions and finance programs. The selling effort must be of a type designed 
to sell products which can be profitably produced, particularly those in which the con- 
cern holds a competitive advantage. Furthermore, the program of selling effort must 
not exceed that which can be safely financed. 


MARKETING COST STANDARDS ARE NEEDED 

It is simple and true to say that the marketing effort should be directed in ac- 
cordance with the market possibilities. This is one of the most important reasons for 
analyzing the market potentials. Many concerns upon correlating their marketing 
effort with the potentials of their markets have found astonishing discrepancies. By 
intelligent redistribution the profitability of the effort has been greatly increased. For 
example, if there are 1,000 potential buyers in Territory A and 2,000 in Territory B, 
it would seem logical, other conditions being equal, to direct twice as much effort to 
Territory B as to Territory A. However, this plain underlying concept is just a start- 
ing point. It leads on to complications which require the development of performance 
standards. 
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Although standards of performance have become almost universal in their 
application to the efficient control of production costs, we are, by and large, in the 
embryonic stage in the development of standards as applied to marketing costs. It 
would be folly to contend that all marketing activities can be highly standardized, but 
it would be equally foolish to assume that the task is hopeless with respect to them all. 
Nevertheless, it is to be remembered that, in developing the marketing cost standard 
and eventually controlling the actual cost, our desire is to maintain proper relationship 
of effort, cost and results. Not only must the various marketing functions be performed 
at satisfactory costs, but also the effort must be productive of sufficient sales volume 
to justify the cost. 

To be more effective for cost control purposes, the standards developed should 
be reduced to the measurement of individual activity or performance whenever possible. 
It is not sufficient to know that traveling expenses on the whole are in excess of stand- 
ard. It must be known which particular men are exceeding the standard and by how 
much. In setting the marketing cost standards, the following steps may be taken: 


1. Classify the costs according to responsibility. For example, each product 
line may be the responsibility of a separate sales organization. It is 
logical, then, to consider each product line as a separate classification. 
United action by each unit of responsibility is what we seek. One of the 
primary purposes of budgeting is to determine the most profitable course 
through which coordinated effort will produce the desired results. 

2. Select bases of measurement through which the standards can be ex- 

pressed. Such bases will vary with the type of measuring which is to be 

done. For example, measurement of selling expenses may apply to effort 
used, to cost expended, to results achieved, or to a relationship among all 
three of these factors. Illustratively, a salesman may be expected to make 

a given number of calls per day. This constitutes a measure of effort and 

the unit of measure is the call. The allowed cash discounts would be 

measured in terms of sales dollars. This is a measure of cost and the unit 
of measurement is the percentage of sales dollar. Or a salesman may be 
expected to produce a certain number of orders. This is a measure of 
results and the unit of measurement is the number of orders received. 

Finally, a salesman may be required to hold his direct costs within a 

certain percentage of his sales volume. Here the measurement is in terms 

of relationship of particular costs to results in sales volume and the basis 
of measurement is the ratio of one to the other. 

Analyze past experience in terms of the respective classifications chosen, 

with a view to selecting the best results therefrom as base media for our 

budgetary program. These costs must be segregated into their fixed and 
variable components in relation to their respective base media. 

4. Finally, establish standards of performance by expense account classifi- 
cation for each cost responsibility or function, aided and abetted, of course, 
by the judgment of the sales executives upon whose shoulders will fall the 

responsibility of obtaining satisfactory results. 


o> 


To illustrate the procedure recommended, let us examine its application to two 
of the major cost items in the area of marketing costs, -- salesmen’s traveling 
expenses and advertising costs. 
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ESTABLISHING STANDARDS: SALESMEN’S TRAVELING EXPENSES 

Aside from the development of new territories, introduction of new products, 
and special promotional work as may be required from time to time, salesmen’s 
traveling expenses should bear some standard relationship to sales volume or gross 
profit margins. These standards are by no means the same for all products or terri- 
tories. The first step is to assign the traveling expenses to the respective territories. 
Next, these expenses should be broken into their component elements, -- such as 
transportation, lodging, meals and incidents. Then the relationship of each of these 
expense elements to sales volume (or preferably gross profit) can be ascertained. 
Finally, from this intensive cost analysis, normal or standard expectancies of per- 
formance can be established. 


ESTABLISHING STANDARDS: ADVERTISING 
Advertising expenditures represent one of the largest single areas of expense 
in most businesses. Although it is one of the most difficult to budget, it was one of the 
first cost items to be subjected to budgeting. This came primarily because of lump 
sum appropriations, which were erroneously called “budgets.” Yet there is probably 
no other single item of business cost with such an inherent waste factor. This does 
not necessarily mean that there is too much spent for advertising, but rather that there 
is less scientific thought given to the problem of relationships among purposes, costs 
and results than to most other costs. This area thus represents a challenge to the 
budget director to aid in the development of proper standards. 

The first step in control is a determination of the purpose of advertising. It 
has been rather conclusively proved that the more definitely these objectives may be 
determined, the more intelligently the advertising program can be planned, its results 
predetermined, and its cost controlled. Some of the objectives of advertising may be 
the following: 

To establish new products in the market. 
To develop new markets. 

To meet competition. 

To increase sales. 

To reduce the cost of other selling effort. 
. To maintain prices. 

Obviously, there are other objectives of advertising, but these are the common- 
est ones. Having once established our immediate objectives, our next problem is to 
determine the exact media to be employed in this endeavor. 

Advertising expense normally divides itself into two main classifications: 

1. The cost of the individual advertising program, including space cost, lay- 

out and art work, printing, mailing, and the like. 

2. The cost of operating the advertising department, including the salaries 

and expenses of the advertising personnel. 

All of the advertising costs should be resolved into individual advertising and 
sales promotional project costs. Each project cost should consist of its layout and art 
work cost, its space cost, its printing and mailing cost, and other direct costs, plus a 
proportionate share of the advertising department overhead expense. Cost standards 
should then be developed for each project. The relationship between costs and results 
of past performance of the individual projects should then be attempted. This, of 
course, will require considerable judgment, but such data will provide at least some 
basis for an intelligent approach to the coordination of purpose, cost and result. 

There are two general methods in use in determining the amount of the adver- 
tising budget. The first plan entails making a lump-sum appropriation based upon 
some such factors as a percentage of budgeted sales or gross profits. This total 
appropriation is then split up and applied to individual projects. The second plan 
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entails careful examination of objectives of the advertising program, to determine 
the specific projects to be selected, and to estimate the cost of attaining the objec- 
tives. While it is never possible to tell exactly the amount of advertising necessary 
to produce a given sales volume, adequate records of past experience analyzed as 
to cost and results facilitate getting the best estimate. 

The lump-sum appropriation plan is basically weak, in that it does not require 
a detailed analysis of the relationship between objectives and costs. A consistent 
application of this method of budgeting advertising expenditures has the tendency to 
establish a maximum budget rather than to determine a proper allowance. The second 
plan suggested is to examine carefully the objectives of the advertising program, to 
outline the specific methods planned for, and to estimate the cost of each element of 
the program. The advantages of this plan over the lump-sum appropriation plan are 
as follows: 

1. The sales executive is on record as to what is proposed to be accomp- 

lished and at what cost. 
2. Control over expenditures in terms of projects is reasonably definite. 
3. Expenditures can be timed readily for each budgeting. 


THE CONTROL PROBLEM POSED BY UNPROFITABLE SALES 

One of the greatest advantages accruing from the detailed knowledge of gross 
profits and marketing costs by projects, customers, order-size groups, territories, 
etc., is in the field of controlling unprofitable sales. The control occurs primarily by 
converting these sales into profitable ones or by eliminating them entirely. There 
are a number of practical possibilities for converting loss sales into profitable 
transactions. 

For example, one manufacturer found that 68% of the total number of his 
accounts, bringing in only 10% of his volume, were unprofitable. Most of the unprofit- 
able customers were gradually dropped but, nevertheless, sales increased 76% as a 
result of more effective use of selling effort. Within a period of four years, marketing 
expenses were reduced from 22.8% to 11.5% of sales and a net loss of 2.9% of sales 
was turned into a net profit of 15% of sales. Another manufacturer changed his sales 
policy, which had called for 100% coverage of the market. The number of stores that 
he sold to directly was reduced by almost one-third, but sales increased 82%, market- 
ing expenses were reduced from 31.8% to 18.2% of sales, and operating profit rose 
from 4.7% to 14.8% of sales. 

The problem of eliminating unprofitable sales is not always an easy one to 
solve. A decision to do so is far-reaching, affecting every aspect of the business. In 
one direction, consideration would have to be given to the effect that smaller produc- 
tion runs or a reduced scale of production would have upon unit manufacturing costs. 
In many instances, unprofitable sales can be eliminated by changing the marketing pol- 
icy from one of indiscriminately covering the entire market to one of selective selling. 


OUTLOOK FOR INCREASED BENEFITS FROM MARKETING COST CONTROL 


The accomplishment of production cost analysis since Frederick Taylor’s 
work in the 1880’s have been generally conceded. Yet production specialists would be 
the first to admit that unit production costs are still very far from their irreducible 
minimum. It is (or should be) similar with marketing costs. The very large reduc- 
tions in unit production costs which have been accomplished may be equaled or 
surpassed in the marketing cost field. In addition, by the further development and 
use of budgeting principles and techniques peculiarly adapted to the more difficult 
problems in the field of marketing costs, still greater results will be realized. 

However, let us state that the planning and control of marketing costs can 
never be reduced entirely to a matter of principles, rules and procedures. The 
alertness, foresight, inspiration and dynamic leadership of sales executives must 
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always be the dominant factors. Intelligent planning and detailed control of opera- 
tions are, however, one of the cardinal advantages of budgeting in any field in that 
every person knows his task, knows when and how it is to be performed, and can 
apply his full effort toward its accomplishment. 


THE END IN VIEW 

This paper has taken up the dual or, ‘perhaps better, combined topic of fore- 
casting sales (accompanied by analysis that brings in the factor of gross profit from 
the various products) and of controlling the costs for which the sales executive is 
responsible. Hence, this presentation occupies a place in both the forecasting and 
control fields at a point, though not the only one, where they obviously border one on 
the other. As the budget director has long served the general and production manage- 
ment of his company through seasoned approaches to cost control and reduction, so 
also he has the opportunity to serve general and sales management in their course 
charting, profit maximization and cost direction problems. In both cases, the service, 
itself, is on a high managerial level when fully and effectively performed. 


* * * * * 


PERFORMANCE ANALYSIS REPORTING 
By Thornton L. Thurber, Budget Coordinator 
Cleveland Electric Illuminating Co., Cleveland, Ohio 


1. INTRODUCTION 

Formalized review and performance analysis reporting systems are a natural 
step in the growth of business organizations. While organizations were relatively 
small it was not necessary to use reporting systems because executives could analyze 
performance through personal observation and contacts. 

However, as organizations grew the heads of companies found it necessary to 
decentralize their management -- to delegate responsibility and authority to ever- 
increasing numbers of executives. It is at the stage of decentralization that perform- 
ance reporting sustems are developed to supply the information needed for analyzing 
and appraising operations. 

Essentially, a performance analysis reporting system supplies analytical, in- 
terpretive information to supplement the usual operating and accounting data. It acts 
to systematize the informal flow of information that is often obtained by asking an 
executive at the scene of action for his appraisal of his own operations. Further, it 
supplies executives with a definite channel through which they can report both their 
outstanding achievements and their problems. 

It has been said that the principal executives of a complex corporation have a 
choice between two alternatives as they seek the information they need to improve 
operations. 

1. To personally analyze much of the financial and operating data, then sup- 
plement their findings through conferences with department executives. 

2. To develop a more formalized system under which each department execu- 
tive is responsible for the analysis and interpretation of his own operating 
results. Selected information is funneled through a central group to 
executive management. 


The decision to develop a performance analysis reporting system arises out 
of the selection of the second alternative. 
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Il. PHILOSOPHY OF PERFORMANCE ANALYSIS REPORTING 

One of the preliminary steps in the development of a performance reporting 
system is the selection of either the centralized or the decentralized type of perform- 
ance reporting organization. To a great degree this decision depends upon whether the 
company’s management is centralized or decentralized. 

Centralized performance analysis groups are usually much larger in size and 
have the facilities to conduct studies, develop measures of performance, and appraise 
operations in all areas. 

Decentralized performance analysis groups are usually relatively small, while 
every major division of the company has its own performance analysis center. The 
primary function of each performance analysis center is to serve as a management aid 
to the divisional executive -- as an extension of his own office. 

Generally speaking, the exception principle is applied in performance analysis 
reporting. This is the principle of management under which unusual problems are re- 
ferred to the next-higher level of responsibility, while most matters are handled by 
regular systems established for the purpose. Probably the outstanding advantage of 
this management practice is that the executive has time to deal with the exceptional 
item because it is not necessary for him to maintain contact with every detail of his 
operations. 

Performance Analysis Reports should be prepared in keeping with four general 
rules: 


They should be timely. 

They should be simple and easily understood. 

They should be brief. 

They should show trends as well as status because direction is more 
important than position. 


I. A DECENTRALIZED MANAGEMENT NEEDS PERFORMANCE 


ANALYSIS RE PORTING 

The need for performance analysis reporting is a logical outgrowth of the basic 
management policy of decentralized responsibility and authority. Where decentralized 
management exists there are two principal problems to solve. 

In the first place, we have seen that it is difficult for executives at the highest 
levels of responsibility to coordinate operations when broad fields of authority are de- 
legated to Group Heads. Intervening levels of responsibility serve to insulate them 
from direct knowledge of the operations they are coordinating. This is essentially a 
problem of communications, and reporting systems are the solution. 

The second principal problem arises out of the reporting systems that are 
established to relay information from the work area through successive areas of re- 
sponsibility. Some reporting systems flood high levels of responsibility with so many 
reports that they tend to defeat their own purpose. The information is submitted, but 
human limitations make it impossible for the executive to digest the reams of data that 
come to his desk. 

To a great extent this deficiency can be overcome by the selection of important 
items and by graphic presentation. Through this application of the exception principle 
only significant items will be referred to each executive. 

However, condensation of material is only a part of the solution to the large 
problem of how to report information. The great majority of written reports fail to in- 
clude an interpretive aspect that indicates the significance of the data. 

Performance Analysis reporting is an attempt to develop a solution to the prin- 
cipal management problems which arise under conditions of delegated responsibility 
and authority. A properly developed system furnishes to each executive in the organi- 
zation the information he needs to know to improve his operations. This system will 
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help to solve both communication problems. 

At the Cleveland Illuminating Co.,a Review of Operations is prepared monthly 
for the President and Executive Vice President emphasizing the significant items and 
interpretations which will contribute to an overall appraisal of the business. Each 
Vice President prepares a performance analysis report on his operations for the 
month. In most Staff Groups the Performance Analysis Representative plays a major 
role in helping the Vice President to develop his report. 

Department Heads prepare performance analysis reports for their Vice Presi- 
dents. Whether the reports are oral or written, they include the significant information 
on the month’s operations. 


In every performance analysis report our emphasis is on the interpretation and 
appraisal of operations. 
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IV. A SEVEN-STEP PATTERN FOR PERFORMANCE REPORTING 
IN THE STAFF GROUPS 

Now let’s review the approach that might be used in the development of a per- 
formance reporting program. All management reporting programs have one thing in 
common -- they aim at improved operations in the Company. 

The following pattern will probably lend itself more readily to “line-type” 
functions. Staff-type functions may require the use of additional techniques before 
objective measurements can be made. 

We will discuss the development of a performance analysis reporting system 
in seven steps: 

Develop measures of performance. 

Inventory the data on hand. 

Develop performance comparisons. 

Determine trends. 

Select reporting media. 

Interpret significant data and appraise operations. 

Plan the preparation of a Performance Report to the central group. 
Step 1. Develop Measures of Performance. 

The first step in the program is to develop measures of performance to aid in 


the objective appraisal of operations. Most operations have certain measurement 
areas in common. 


These five areas are as follows: 
A. Personnel 
B. Workload 
C. Productivity 
D. Quality of work 
E. Cost and expense 
Step 2. Inventory the Data on Hand 
It is advisable to inventory all the performance data being collected throughout 
the company to see what management tools are already at hand. This will reveal what 
additional information must be obtained before operations can be controlled adequately 
and improved. 
Step 3. Develop Performance Comparisons. 
It is in this third step that “yardsticks” are used to complete the work study. 
There are three principal types of comparisons. One is comparison with prior 
performance. Another is comparison with forecast or bogey. The third is comparison 
with objective standards. 
Step 4. Determine Trends 
The preparation of trend graphs is an important fourth step in the study of data. 
To this point we have spoken of performance measurements in the current period. 
Careful analysis of these data can answer the question, “How are we doing?” 
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However, this is not enough. It is even more important to answer the question, 
“Where are we heading?” Trends are easily determined by plotting the figures for 
several periods Ona graph. A knowledge of the trend is inval.able in effective planning. 
Step 5. Select Reporting Media 

The fifth step in a performance analysis reporting program is to select the 
media by which performance data will be expressed. The most effective means of re- 
cording and reporting each item should be determined. 

Graphs are particularly effective, and memorandum-type reports are very 
useful if carefully planned. 

Time schedules can be used to indicate the progress of projects. Brief tab- 
ulations and oral reports are of proven value. Lists of projects have been used for 
staff operations. 

Step 6. Interpret Performance Data 

In the Illuminating Company each Staff Group provides for the careful analysis 
and interpretation of data in the five areas of performance measurement. As data are 
examined, here are some typical questions that might be asked: 

In connection with personnel, “Are we over or under forecast -- if so, why?” 
and ‘‘Is our overtime under control?” 

In considering workload, “Are we completing current work on schedule?” and 
“Are we deferring critical maintenance work?” 

In the area of productivity, “What are the factors affecting the productivity of 
our personnel?” and “What has been the performance of our equipment?” 

As we review quality, “How can we improve our performance... By intro- 
ducing new equipment? By changing work methods?’’ 

As we study costs, “Are all of our activities necessary?” and “Can we justify 
the cost of each department or division?” 

It is through the interpretation of all available data that performance is ap- 
praised. 

Step 7. Plan the Preparation of the Performance Analysis Report 

in the Liluminating Company, the Representative in each Staff Group aids his 
Vice President in the preparation of the Performance Analysis Report going to the 
President and Executive Vice President. Among other things, this involves a consider- 
ation of the performance material forwarded through the Group. In many instances it 
is necessary to obtain supplementary information from the scene of action. 

Each Performance Analysis Report is prefaced with a general comment ap- 
praising the Group’s performance during the period. A general appraisal of this sort 
indicates how current performance compares with prior periods, and what is antici- 
pated for the future. 

Data that is more objective is used to support more intensive appraisals and to 
answer the question, “How do we know?” Each Executive Staff Group supports its 
conclusions with measurements data in each of the five major areas we discussed 
earlier. 


Ray Krysl, Acting Editor 1457 Gregory Street Chicago 40, Illinois 
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